
V IRGI NI A:

BEFORE THE VIRGINIA GAS AND OIL BOARD

IN RE:

Application of Oxy USA, Inc.
for Forced Pooling of Interests in a Drilling Unit

Affected by Well Number CMB T-34, VGOB 91-0924-148 in 12!a
New Garden Magisterial District of Buchanan County, Virg:,nia

This cause came on this 24th day of September, 1991, upon the

application of Oxy USA, Inc. requesting that this Board 2ool the

interests of well operators in the 80-acre drillin g units

established for the Oakwood Coalbed Methane Field in the Ni!w Garden

Magisterial District of Buchanan County, Virginia. Not:.<:e of the

filing of the application herein and of the time, date « nd place

of the hearing thereon was duly and properly given to ecch well

operator c f record having an interest in the coalbed xs!t sane gas

below the Tiller seam of coal underlying the tracts si Pin the

drilling unit covered hereby as required by Section 45.1-:l61.19 of

the Code >f Virginia, 1950 as amended. The Board ex48! Lned the

Notice as given and further conducted inquiry into the sin!ficiency

of Oxy USP„ Inc.'s search to determine the names and who reabouts

of well operators who may be affected by the pooling cd,'coalbed

methane gas below the Tiller seam of coal in the dri]] Lng unit

involved herein. The Board finds that Oxy USA, Inc. has !!xercised

due diligence and has conducted a meaningful search of r!!asonably

available sources at hand, including, but not lin:!ted to,
grantor/gzantee indexes, deed books, will records, tax records,

local telephone books and has had conversations and correspondence

with interested parties. The Board hereby approves tl. ! notice
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given, by publication and otherwise, as meeting the

requirements, rules of the Board and minimum standards of

s,:atutory

ii tate and

federal due process, and findB that notice has been give:i in all
respects as required by law and the rules of this Board.

Ashland Exploration, Inc. objected to pooling of irit crest in

this proposed drilling unit. Ashland Exploration, Inc.

their written objection that:

alleged

in

ii thin thepooling. Ashland contended that Oxy is not a claimant v

meaning of Section 45.1-361.22 of the Code of Virginia. l

(2) Oxy is not a principal or lessee who ma)

applicatian.

(3) Oxy has no method to transport coalbed methan

the unit.

make an

gas from

(1) Oxy USA, Inc. had no standing to request iris xluntary

(4) The unit fails to comply with the statewide fi<iLd rules

effective July 1, 1990 as set forth in Virginia Code Secti.on 45.1-
361.17.

(5) The size and configuration of the unit is no

to drain the gas to be extracted and violates the c
rights to Ashland in such gas.

adequate

r relative

(6) The well is not located in the center of the proposed

unit, which failure will result in the drainage of arezs, outside

the proposed unit.

(7) The plat submitted by the applicant Oxy n 1th its
application fails to comply with the regulations of the B sard and

the Inspei".tor and fails to adequately advise Ashland of the
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ine the issues which ma hinfonaation necessary to deters y e

applicable to the proposed unit sought by the application.

(8) The provisions of Virginia Code Section 45.1-AA A.22 are

violations of the due process rights and constitute a t,iking of

tangible l>roperty and impairment of'ontracts of A~diland in

violation of the United States Constitution and the Core Citution

of the Commonwealth of Virginia.

Ashland has introduced no evidence with respect to items 1-
8 above. The Board finds that these ob)actions shou'.Lil be and

hereby are overruled.

The aboard is of the opinion that the provisions of Section

45.1-361.22 should he construed broadly. This broad cons ruction

is necessary to recognize that there may be conflicting CLaims to
the ownership of coalbed methane gas. The Virginia General

Assembly recognized that conflicting claims to owners%: p could

potentially prevent developmemt and production of this resource.
Section 45.1-361.22 addresses this problem and all >ws for
development and production of coalbed methane pending resolution

of ownership.

Accoriingly, based upon the evidence presented, Ci.e Board

finds that Oxy USA, Inc. is a claimant within the ma~ning of
Section 45.1-361.22, to coalbed methane interests below t)is Tiller
seam of coal in the drilling unit as described on the za,>, which

is attachei hereto as Exhibit "A" and made a part hereof, and has

the right Po conduct operations on its coalhed methane ir:crests.
Based on tlute evidence presented, the Board finds that the i >llowing



named persons may be owners of coalbed methane gas interests below

the Tillei seam of coal, which are held pursuant to a .ease or

other agresment, in the drillimg unit involved herein, who have not

voluntarily agreed to pool their interests in this unit for its
development and operation:

Ashland Exploration, Inc.
P. O. Box 391
Ashland, IQf 41101

Based upon the evidence presented, the Board finds Mat, in

order to avoid the drilling of unnecessary wells, prsi ent the

various types of waste and protect the correlative right i of all
owners and potential owners of coalbed methane gas with respect to
the drilling unit involved herein, the owners and potent:.0 1 owners

of coalbed methane gas involved who have not heretofore r.n ached an

agreement «1th respect to development and operation of this irilling
unit covered hereby shall be required to pool their coalbi>il methane

gas interests below the Tiller seam of coal for the develo pment of
this drilling unit, upon the terms and conditions set oiit in this
order, all of which terms and conditions are foui«l, after
consideration of the evidence presented in this caus,e, to be

supported by substantial evidence and to be just, reason ible and

equitable and such as will afford each coalbed methane c is owner

and potent ial owner in this unit the opportunity to red:over or
receive just and equitable share of production from this niit.

Based upon the evidence presented at the public he iring in

this matter, the Virginia Gas and Oil Board orders as foI Lowe:



(1) Phe interests of well operators, as named above, in this
80-acre drilling unit established in the lands involved lu!rein for

the Oakwocd Coalbed Methane Gas Field are hereby pooled for the

is herebydevelopment and operation of this unit. Oxy USA, Inc.,
authorized to drill, complete and operate a well in thi)
unit so as to produce coalbed methane gas from the pool/
consistent with the terms and provisions of its applig

work permit and the Oakwood Field Rules.

(2) Each owner or potential owner of coalbed methane~

the Tiller seam of coal involved herein, other than Oxy )
shall, within 30 calendar days after the date of mai

irilling

acreage,

a. >le well

i,as below

!Ih, Inc.,
)..ng this

of the we,'l.l covered hereby or to exercise such well fp orator's

right of election under this order as described below. I k timely

election shall be deemed to have been made if a well og ."ator on

or before ".he last day of such 30 calendar day period has~nant such

written elaction by telegram or telegraph to Oxy USA, Inc , or has

had such «ritten election duly postmarked and has pla, ed such

Order, de] iver to Oxy USA, Inc., P. O. Drawer Q, Ric 1, inds, VA

24634, a written election either to participate in the 0 aeration

writ'ten election in the United States mail, first clas
prepaid, duly addressed to Oxy USA, Inc., at the address

above. Tlute alternatives afforded to the well operat

pooled are set forth below.

postage

i'orth
herein

Each coalbed methane gas well operator or potential well

operator herein pooled claiming an interest as to the coalbed
methane gaz below the Tiller seam of coal derived from z:iy tract
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within the drilling unit involved herein is accorded the ) allowing

options as to such interest:

(a) Xarticinationi To participate in the working i 1',crest in

and the development of the coalbed methane gas below ..i Tiller
seam of ccal in the drilling unit involved herein by a s icing to

pay such well operator's proportionate part of the actual cost of
drilling, :ompleting, equipping, operating, plugging and b andoning

of the well covered hereby and by paying as set forth e.ein, to
Oxy USA, L'nc., such owner's proportionate part of th $230,169

estimated cost of drilling, completing, equipping,

plugging and abandoning of the proposed well covered

participating well operator's proportionate part of the a

cost of completion and share of the production from such

be in the proportion that the number of net mineral ac

unit covered by the coalbed methane gas rights owned by

bears to the entire number of mineral acres in this uni

i orating,

I eby. A

t Lcipated

i'll shall

i in the

u=h party

or

(b) L'arried interest: In lieu of participating in the

working interest in and the development of the pool

drilling uait, as set forth in subparagraph (i) above, t)
in this

elect to
share in the operation of the well covered on a carried k isis (as

of the

ilugging

,ad well

irator's

led well

i of coal

and abandoning of such well allocable to such ca
operator's interest is charged against such carried well

share of )>roduction from such well. All of such ca
operator's coalbed methane gas rights below the Tiller se

6

a carried well operator) so that the proportionate pa)
actual cost: of drilling, completing, equipping, operatin
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in the pool in the drilling unit involved herein are re nquished

under this order to Oxy USA, Inc. until the proceeds frcxa the sale

of the share of production from such well accruing to su<0~ carried

well operctor's unleased interest in the drilling uni involved

herein, ex.lusive of any royalty, excess or overriding r<v,ialty, or

other non- operating or non-oost bearing burden reservivl in any

lease, assignment thereof or agreement relating thereto

such intexest, eguals three hundred percent (300\) for

:overing

leased

nterest or two hundred percent (2004) for an unleased lait crest of

to the coa Lbed methane gas interest of such carried well I

plus one hundred percent (1004) of the carried operator'$

c orator;
share of

the cost of surface equipment beyond the wellhead co i:tion of

the share of the cost of drilling and completing the well aLlocable

such well Lllocable to the interest of such carried we

giga one hundred percent (1004) of the share of th)
operating such well allocable to the coalbed methane ga

of such carried well operator. Such carried well

orator;
cost of

interest

iirator's

proportion ate part of the costs of, and the production f om, the

well covered hereby is to be in the proportion that the nisaber of

net minera L acres in the unit covered by the coalbed metliane gas

interest emed or potentially owned by such carried well imperator

bears to tlLe entire number of mineral acres in such unitl. During

the period of time Oxy USA, Inc. is entitled to rec: ve such

ied 11 operator's share of production or the proceeds

therefrom, Oxy USA, Inc. shall pay all applicable praiIuction,

severance, excise, gathering and any other taxes based upon or



measured by the value or amount of production and shall nii parately

calculate and pay to such carried well operator for paymia t to the

appropriate owner any royalty, excess or overriding royalCI and any

other non"operating or non-cost bearing burden reserves, 'in any

lease, ase ignment thereof'r agreement relating theret)

deducted from the share of production of such car

operator. Such royalty, excess or overriding royalty

thich is
I ed well

>d other

non~perating or non-cost bearing burden is not to be aiiject to

I I s sold.

covered

inventory of the equipment in and connected to such well and an

itemized statement of the cost of drilling, compl)1,Lng and

equipping, such well for production; and for each month the .eafter,
during the time Oxy USA, Inc. is being reimbursed as >rovided

any charge for operating costs. Payment by Oxy USA, In). to such

carried we 11 operator of any such royalty, excess or $ arriding

royalty or other non-operating or non-cost bearing burden shall be

made within ninety (90) days after the end of the cale 'r month

within wh:.ch the production subject to such burdens

Within sixty (60) days after the completion of the we

hereby, Oxy USA, Inc. shall furnish such carried well os ."ator an

above, Oxy USA, Inc. shall furnish to such carried well

an itemisel statement of all costs and liabilities incur

operation >f such well, together with a statement of th

of coalbecI methane gas produced therefrom and the

operator

«1 in the

i(uantity

i aunt of

proceeds rielised from the sale of the production allocabl<i to such

carried we,'Ll operator's interest in the unit during the pi eceding

month. Ox r USA, Inc. shall also furnish to the State Gas and Oil
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Inspector, copies of the same statements furnished to ea l carried

would have been owned by such carried well operator had )i;ch owner

participated therein as a participating well operatorI <hall be

credited against the total uncovered well costs in determ), ing when

the interest of such carried well operator shall reve/ to such

owner as clescribed above. When Oxy USA, Inc. recovers il'.rom such

carried well operator's relinquished interest provided )
the reliniIuished interest of such carried well operzIt

automatically revert to suoh owner, and from and aIf

reversion, such carried well operator shall be trezIt

participating well operator and shall own the same intere
well, the material and equipment in or pertaining there

production therefrom, as such owner would have been entit

cr above,

i ir shall

ler such

as a

in such

0 and the

t.id to had

operatorsuch owner participated initially as a participating welf

in the 4'illing, completing and equipping of such

thereafter, such owner shall be charged with and shal(
owner's proportionate part of the further costs of the

~

i!ll; and

pay the

0 mration
of such well.

well operiitor under the provisions hereof. Any amoun realized

from the sale or other disposition of equipment newly aialuired in

connectior with any operation on the well covered hexa.)y which

(c) Cash Consideration: In lieu of participatig
working isiterests in and the development of the dril)
involved herein, any owner of an unleased interest may~

in the

, ng unit

i ~lect to
receive a sum of ONE DOLLAE ($1.00) per net mineral acre iwned by

such owner, plus a total royalty in the amount of one-e..ghth of



eight-eiglths (1/8th of 8/Sths) of the coalbed methane g ~ and gas

condensate produced from the well covered by this Order, the same

to be delivered into the lease tanks or into the pipelineN to which

such well is connected, i'ree and clear of all costs, e

risks incurred in or in connection with drilling,

operatimg, completing, plugging and abandoning of such $
well operator electing this option shall deliver under ~Ls Order

a net revenue interest of 87.504 of 8/8ths of the coal+I methane

gas and gas condensate produced from the well covered by this

Order, wit> such net revenue interest being determined by

from such owner's share of production the royalty pr$
immediately above; and provided further, that such royalt)

of 8/Sths and such net revenue interest of 87.504 of 8/

be proport Lonately reduced and payable only in the propo)

the number of net mineral acres in the drilling unit cove

coalbed methane gas rights owned by such well operator

the entire number of mineral acres in this unit; or

(3) En the event a well operator, either an og
coalbed me Wane gas lease or an owner of an unleased trap

c aducting

ded for

of 1/8th

t ss shall

Lon that

ii 5 by the

ears to

~ iv of an

, who is
subject to the provisions of this Order shall fail to t ~iely and

properly eLect, in writing, one of the applicable optio

forth shoving, such well operator shall be deemed to have el

as set

e:ted not

In the event a well operator, either an owner of a lease interest

to partici]ate in the working interest in the well covers, hereby

and shall be deemed to have leased his interest in th coalbed

methane gati to the designated coalbed methane gas well »aerator.

10
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or an ow <er of an unleased interest, who is subject to the

provisions of this Order shall elect to act as a participa ing well

operator ~nder 2A.(i) or B.(i) above, whichever is applii:~ble, but

thereafter fail or refuse to pay or secure the payment of iuch well

operator'a proportionate part of the cost of the well covered

hereby as set forth in such provisions, such election to act as a

participating operator under this Order shall be null ael void and

such well operator shall become a carried well operator )c nsistent

with the terms and provisions of this Order.

(4) If any payment of bonus, royalty payment or oth).: payment

due and ov ing under this Order cannot be made because tlirt person

entitled thereto cannot be made certain due to conflictin g claims

of ownership and/or a defect or cloud on the title, then u ach cash

bonus, royalty payment or other payment shall be deposit i into an

interest kearing escrow account within one hundred eigb:y (180)

days after the date of. this Order and shall not be commit

any funds of the applicant or unit operator. Such fund

held for 1,he exclusive use of, and sole benefit of,
entitled t hereto until such funds can be paid to such pe

the holder relinquishes such funds to the Board as requi

or the Board.

s Led with

shall be

ii person

s in(s) or

)c 1 by law

If ary person whose interest is pooled hereby r$ :luses to
accept the cash bonus consideration or if any such perso~i cannot

be paid tha cash bonus, royalty payment or any other pay~ient due

hereunder Lor any reason other than the reasons set forC, above,

the unit ojierator may deposit such cash bonus, royalty pai ment or

11
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other payzent into an escrow account established in the ui,counting

records oi unit operator and such funds shall be creditisl, to such

account for the benefit of such person. such funds so~ilaposited

in such siscrow account shall be held for the benef!.1, of the

person( ~ ) entitled thereto until such funds can be paid to such

person(s) or until they are required to be pai

Commonweal th.
to the

Within thirty (30) days of the expiration of an and all
election Ieriods provided in paragraph 2, the designateill orator
shall ten her to the State Oas and Oil Inspector a iistarized

statement of all disputed claims, specifically, ini:'uding a

breaMown vf the type of interest, mineral ownership and liiircentage

of ownerslsip. This statement shall be used in crmaling and

establishing the escrow accounts required by this Order. If any

changes in the status of conflicting claims occur, the <Icisignated

operator shall immediately notify the State Gas and Oil Inspector

and withiii thirty (30) days submit an amended dispute,, claims

statement.

Within 30 days of receipt of a certified copy of ie final

legal dete,mlnation of entitlement or upon receipt of an ai(reement

signed by till claimants, the Board shall order payment of g .incipal

and accrued interest from the escrow account described i bove to
all personN legally entitled thereto.

(5) ,iny well operator involved herein who has not ippeared

in response to the notice of hearing published pursuaii1, to the

provisions of Section 45.1-351.19, Code of Virginia, :,950, as

12
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amended, s,nd whose identity or whereabouts remains unknixi n at the

conclusion of the hearing in this matter shall be deem~ to have

elected to lease his interest to the coalbed methane to the well

operator designated to drill as described in paragraph 1, inder the

same tenu> and conditions as set forth in paragraph ic,l above.

The designated well operator shall deposit into a iieparate,

distinct interest-bearing escrow account establishel by the

Virginia i)as and Oil Board with the Treasurer of Virg .nia all
proceeds attributable to the unknown lessor's interest. U.l sums

so deposited shall be held for the unknown lessor's box <fit and

shall be dsemed unclaimed property and disposed of pursuit't to the

Uniform Disposition of Unclaimed property Act (Section !i5-210.1,

af; m.)
(6) Any cash bonus which becomes payable by Oxy 0,'!A, Inc.

under the provisions of 2(c), above, shall be paid or :endered

within thirty (30) days after the date of this Order; z ."ovided,

howewer, if the owner entitled to such funds releases th» same, or

if such owaer's interest in the unit involved in this cau >e has a

defect or cloud in the title thereto, or if such owner c umot be

paid such funds for any reasom whatsoever other than the reasons

set forth in paragraph 2 and 3 above. Oxy USA, Inc. may deposit

(credit) such funds due such party into an internal escrca account

establiahel in the accounting records of Oxy USA, Inc. i nd such

funds shel L be credited to such account for the benefit of such

owner. Sui> funds so deposited (credited) in such escrow account

shall be hold for the benefit of the owner entitled therll o until

13
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such fundhi can be paid to sudh owner, or such owner aesop pts such

funds, or until such title defect or cloud is cured or ..iisoved to

the satisi action of Oxy USA, Inc.

(7) Oxy USA, Inc., in addition to any other rights afforded

such part) under the laws of Virginia, shall have a 13 ~ x on the

mineral leasehold estate or rights owned by the ot er well

opexators involved herein in the unit covered hereby and x;on their

shaSes of the production from the well covered hereby to C e extent

that costs incurred in the development and operaticr of the

drilling unit involved herein are a charge against such:.interests.

Such liens shall be separable as to each separate well opia'.,ator and

shel;1 remain a lien until all costs incurred in connection with the

well have been paid. Upon the failure or refusal of any

participating well operator to pay such well <i)isrator's

proportieeate part of any cost incurred hereunder in c<imection

with the well covered hereby, shall be entitled to roc;vive the

share of production from the well accruing to such cI<ifaulting

participating well operator's interest in the unit involvia, herein,

or the proceeds from such share, until such proportionat4i part of

such cost has been paid. No part of the production or proceeds

accruing to any participating well operator shall be appl:.iii toward

paymlant of costs chargeable to any other interest in ski 4 unit.
If any participating well operator fails or refuses to ey such

well opera:or's proportionate share of the cost incurred k hereunder

in cbnnectLon with the well covered hereby within sixty ( io) days

after rend,.tion of a statement therefore by Oxy USA, Inc., Ae non-
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defaultinci participating well operators, including Oxy 1J„A, Inc.,
shall, upcn request by Oxy USA, Inc., pay the unpaid amos~ it in the

proportiox i that the interest of each such non-i li
l faulting

participat ing well operator bears to the total interest > of all
such nonilefaulting well operators. In such event, e ich non-

defaultincl participating well operator so paying ~a~oh well

operator's share of the unpaid amount shall, tc obtain

reimbursement thereof, be subrogated to the lien rights < ascribed

above.

(8) If the well involved herein has not been commma',ed as of

the date cif this Order, shall commence or cause to be c,mwmenced

opezmtions on such well within three hundred and sixty-3 Ive days

(365) dayN from the date of this Order and in any even ., shall

continue oe cause to be continued operations under this (n Rer with

due diligence; otherwise, the provisions thereof s <all be

inoperativa and this Order shall terminate, except for iiny cash

sums becoming payable hereunder, unless the time of cosa mcement

of such op<ration is extended by an Order of the Board.

(9) i)xy USA, Inc. shall, within thirty (30) da!a~, after
completion, tender to the State Gas and Oil Inspector an .temised

statement reflecting the actual cost of drilling, eg~iipping,

completing plugging and abandoning the well. Additional .temised

statements reflecting actual operating costs shall be furs .shed to
the Btate Gas and Oil Inspector on a quarterly basis. If the

actual costs of drilling, completing, equipping, pluqg Lng and

abandoning the well is different than Oxy USA, Inc.'s es imates,

15
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appropriate adjustments to the burdens iaposed I )n each

pa&icipating or carried operator's share shall be made,

(10) Oxy USA, Inc. shall cause a certified copy of tl,is Order

to be aai Led to the last known address of each well o]Narrator as

lished in this Order.

The ielief granted by this Order is to avoid the d!.".Illing of

unnecessary wells, prevent the various types of waste <» coalbed

methane gms and protect the correlative rights of all en ers with

respect tc the pools in the drilling unit involved here:.i .
/ iW

Done this o2~ day of cP~V 1, 1991, by a mi ~arity of

the virgil ia Gas and Oil Board.

CHAIRMA&

Done and perforaed this

1991, by order of this Board

Pri+ipal Executiv o t e Staff,
pirginia Gas d Oi] Board

16
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~SSats of VLrgian
,'C uaty of Washheton

Iakbaowlddged o 1 this 24th day of October 1991
ipbrsonagly bef ore me a notary public in and for the State of Vi~ i; Lais
laigmaredlgeaay ifampler, being duly spra did depese aad say that 1 r is

mirmatI of tbr Virginia gas and Oil hoard, that he eaecuted the sas and
au&rised 1,o so.

i aas s<
aery blic

comaidsioa ec pires 9/2$ /92

lgtjate of Virgin/ a
kucmty of gbshir gton

~legged oa this 24th 4y of October, 199,L

p rsonaiily befits ae a notary public in aad for the State of Virg aia
red lgyroa I homes Fulmsr, being dalp sworn did depose and say that 'l t is

incipa) gascuPi to the Staff of;theiVirginia gas and Oil board, tbs: he
ted i the waa authorised to do so.

li fa ~~/3
')Ihne pedio /
Io tery pcIblic

',Syi communion es pires 9/23/92

VItGINLl. In the Cbrk's Ofgce of the Circuit Coprt of Buchanan County. The foregomg in S i ament
wss this day prsamtsd ig~sforuudd +/~with the cerILIhate of scknowledfppag u i axed,~ lbnrk N~o' d Page NoJfT..

..............................Clerk
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